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TO  THE  MEMBERS  OF  THE  FORTY-FIRST  LEGISLATIVE  ASSEMBLY: 

This  first  biennial  report  of  the  legislative  auditor,  prepared  in  accor- 
dance with  section  79-2308  (6),  Revised  Codes  of  Montana,  1947,  represents  a 
conscientious  effort  to  acquaint  you  with  your  legislative  auditing  service  as 
it  was  'adopted  by  the  1967  legislative  assembly,  the  results  to  date,  and  the 
planned  future  for  the  program. 

The  prime  purpose  of  the  legislative  audit  function  is  to  provide  a  mean- 
ingful fiscal  control  service  to  the  people  of  Montana.   The  comments  and 
recommendations  contained  in  our  audit  reports  to  date,  as  summarized  in  this 
report,  I  believe,  demonstrate  that  the  establishment  of  the  legislative  audit 
function  has  added  an  essential  element  to  the  fiscal  control  system  of  the 
State  of  Montana. 

A  high  degree  of  acceptance  of  our  recommendations  by  state  officers  and 
agency  personnel  has  been  realized.  As  noted  in  this  report,  of  the  108  recom- 
mendations for  which  replies  have  been  received,  106  have  been  concurred  in  by 
the  replying  official. 

The  cooperation  and  assistance  received  by  the  legislative  audit  committee 
and  my  office  from  the  state  officials  and  employees  with  whom  we  have  been  in 
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contact  has  been  excellent  and  we  express  our  appreciation  to  them. 

I  would  especially  like  to  express  my  gratitude  to  the  members  of  the 
first  legislative  audit  committee.   The  success  of  the  legislative  audit 
program  to  date  is  to  a  very  large  extent  attributable  to  their  keen  interest 
in  the  program  and  their  excellent  support  of  it. 

Respectfully  submitted. 

MORRIS  L.  BRUSETT 
Legislative  Auditor 
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HISTORY  OF  LEGISLATIVE  AUDITING  SERVICE 

Currently  32  states,  including  Montana,  have  established  an  independent 
audit  function  within  the  legislative  branch  of  their  governments  or  have  trans- 
ferred the  auditing  responsibilities  from  the  executive  branch  to  the  legisla- 
tive branch.   The  trend  to  establish  this  function  in  the  legislative  branch  is 
relatively  recent  as  pointed  out  by  the  fact  that  by  the  year  1950  only  12  states 
had  taken  such  action.   This  development  is  generally  attributed  to  the  increas- 
ing recognition  on  the  part  of  state  legislatures  of  their  rights  and  duties  to 
inform  themselves  as  to  the  operations  of  the  executive  branch.  This  recogni- 
tion stems  from  the  increasing  awareness  by  legislatures  that  they  are  held 
finally  accountable  for  fiscal  policies  and  controls  and  that  this  responsibility 
cannot  be  met  if  post  auditing  is  exercised  outside  of  their  immediate  control. 

The  more  recent  trend  is  for  legislatures  to  stress  their  need  for  perfor- 
mance post  auditing  as  opposed  to  the  more  traditional  financial  audits.   Dr. 
Lennls  M.  Knighton,  in  the  introduction  to  his  1967  publication  "The  Performance 
Post  Audit  in  State  Government"  defines  a  performance  post  audit  as: 

"An  independent  examination,  conducted  by  the  Auditor  General, 
for  the  purpose  of  providing  the  legislature  with  an  evaluation  and 
report  of  the  manner  in  which  administrators  of  the  agencies  and 
departments  of  the  state  have  discharged  their  responsibilities  to 
faithfully,  efficiently,  and  effectively  administer  the  programs  of 
the  state.   Faithfulness  refers  to  whether  or  not  programs  have  been 
administered  in  accordance  with  promises  made  to  the  legislature  and 
expression  of  legislative  will.   Effectiveness  refers  to  whether  or 
not  planned  program  objectives  have  been  achieved.   Efficiency  refers 
to  whether  or  not  program  accomplishment  has  been  achieved  by  using 
the  least-cost  combination  of  resources  and  with  a  minimum  of  waste." 

Dr.  Knighton  further  points  out  that  the  state  of  Michigan,  in  adopting  its 

new  constitution  in  1963,  Included  a  constitutional  provision  that  the  state 

legislative  auditor  (auditor  general)  shall  conduct  performance  post  audits  of 

all  state  agencies. 
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The  United  States  Congress  recognized  its  need  for  its  own  independent 
auditing  service  when  it  created  the  general  accounting  office  in  1921. 
A  significant  function  of  that  office  is  to  provide  the  Congress  with  an 
Independent  evaluation  of  the  performance  of  the  federal  departments  and 
agencies. 

In  1962,  the  Montana  Legislative  Council  recommended  in  its  report  on 

"Fiscal  Control"  that  an  auditor  responsible  to  the  legislative  assembly  be  given 

responsibility  for  post  audits  of  all  state  agencies.   The  council's  summary  as 

it  related  to  the  post-auditing  function  is  as  follows: 

"Reduced  to  the  simplest  definition,  a  post  audit  is  a  review 
of  fiscal  transactions  after  they  have  been  completed.   Everyone 
agrees  that  some  kind  of  independent  post  spending  examination  is 
an  essential  element  of  good  fiscal  control.   Where  does  this 
function  belong  in  the  structure  of  government? 

If  the  job  of  post  auditing  is  given  to  the  executive  branch 
of  government,  the  illogical  situation  exists,  contrary  to  good 
fiscal  principles,  of  an  agency  auditing  its  ovm  accounts.   Since 
the  function  is  outside  the  traditional  role  of  the  judicial  branch, 
theoretically  this  leaves  only  the  legislature  as  the  proper  branch 
to  perform  the  post  audit.   If  we  are  to  preserve  the  fundamental 
tenets  of  our  governmental  system  and  retain  a  balance  of  power 
among  the  three  branches  of  government,  if  we  are  to  protect^ the 
people  from  the  dangers  of  too  great  a  concentration  of  power  In 
one  branch,  we  must  give  the  responsibility  for  post  auditing  to 
the  legislative  branch  of  government.   Currently  twenty-one  states 
have  assigned  post  auditing  to  an  agency  of  the  legislative  branch. 

A  legislative  post  audit  could  help  correct  the  Imbalance  of 
power  that  has  resulted  from  giving  the  governor  budgeting  powers. 
There  has  been  no  parallel  emphasis  on  the  creation  or  improve- 
ment of  legislative  tools  to  enable  the  legislature  to  keep  abreast 
of  developments  in  the  executive  branch  and  to  make  prudent  legis- 
lative policy  with  respect  to  it.   The  expansion  and  Increase  in 
complexity  of  the  executive  branch  challenges  the  legislature's 
ability  to  maintain  its  role  as  a  separate  and  equal  branch  of 
government,  exercising  checks  on  the  executive  branch. 

Responsible  government  demands  that  the  representative  body 
be  held  to  final  accountability  for  fiscal  policy.   But  this 
responsibility  cannot  be  met  if  post  auditing  is  exercised  by 
the  executive  branch  or  by  an  Independently  elected  auditor.  The 
legislature  has  the  right  to  get  a  complete,  unbiased  financial 
picture  of  state  governmental  operations,  and,  human  nature 
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being  what  it  is,  there  is  some  reason  to  expect  that  its  best  chance 
of  getting  such  a  picture  might  be  from  its  own  agent. 

An  analogy  can  be  drawn  to  private  business.   Generally  a  post 
audit  for  a  corporation  is  made  to  assist  the  board  of  directors  and 
stockholders  to  determine  whether  capital  and  earnings  are  being 
prudently  employed.   The  post  audit  is  made  at  the  direction  of  the 
board  of  directors  acting  for  the  stockholders.   It  is  generally 
accepted  governmental  fiscal  practice  to  require  that  a  post  audit 
of  a  governmental  agency  be  addressed  to  the  body  which  provides 
the  funds  for  the  activities  undertaken  by  the  agency.   That  body 
is  the  legislature. 

In  Montana,  the  state  examiner  is  required  by  law  to  examine 
all  state  agencies  and  institutions  "having  the  control,  manage- 
ment, collection  or  disbursement  of  any  public  moneys  of  any 
character  or  description."  However,  thirty-seven  state  agencies 
that  regularly  spend  state  moneys  are  never  examined  as  a  result 
of  the  interpretation  of  the  law  by  the  state  examiner.  In  fact, 
even  when  an  agency  is  examined,  only  programs  that  involve  the 
collection  or  disbursement  of  cash  are  subjected  to  scrutiny. 

Not  only  is  the  examination  of  state  agencies  by  the  state 
examiner  contrary  to  our  system  of  constitutional  checks  and 
balances,  it  is  a  function  that  is  essentially  alien  to  the  pri- 
mary programs  of  the  state  examiner's  office — the  examination  of 
municipalities  and  private  financial  institutions. 

The  Council  recommends  that  an  auditor  responsible  to  the 
legislative  assembly  be  given  responsibility  for  post  auditing  all 
state  agencies.   The  purposes  of  this  audit  would  be  to  determining 
if  (1)  the  agency  is  carrying  on  only  those  programs  or  activities 
authorized  by  the  legislature,  and  it  is  conducting  them  efficiently; 
(2)  expenditures  are  made  only  in  furtherance  of  authorized  activities 
and  in  accordance  with  applicable  laws  and  regulations;  (3)  the  agency 
collects  and  accounts  properly  for  all  revenues  and  receipts  arising 
from  its  activities  and  the  assets  of  the  agency  are  adequately  safe- 
guarded; and  (4)  reports  and  financial  statements  by  the  agency  dis- 
close fully  the  nature  and  scope  of  the  activities  conducted,  and 
provide  a  proper  basis  for  evaluating  the  agency's  operations. 

The  Council  recommends  the  creation  of  a  bipartisan  legislative 
audit  committee  consisting  of  two  senators  and  two  house  members  that 
would  meet  quarterly  to  advise  and  consult  with  the  legislative  post 
auditor,  who  would  be  appointed  by  the  committee.  The  auditor,  however, 
would  be  responsible  solely  to  the  legislative  assembly  and  would  hold 
office  for  a  term  of  two  years. 

Neither  the  auditor  nor  the  committee  would  have  any  direct  powers 
of  enforcement.   The  auditor's  report  to  the  legislature  could  include 
comments,  recommendations  and  suggestions,  but  by  law  he  would  be  pro- 
hibited from  otherwise  influencing  or  directing  executive  or  legis- 
lative action." 
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As  a  result  of  this  recommendation,  bills  to  establish  the  function  of 
post  auditing  within  the  legislative  branch  of  Montana's  government  were  intro- 
duced during  the  1963  and  1965  legislative  sessions.   The  bill  of  1963  failed 
to  pass  both  houses  and  the  1965  bill  was  passed  by  the  legislative  assembly 
but  was  not  approved  by  the  governor. 

CREATION  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 
AND  OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

The  1967  legislative  assembly  established  the  legislative  audit  committee 
and  the  office  of  the  legislative  auditor  by  the  enactment  into  law  of  senate 
bill  no.  2,  of  which  Senators  Graham,  Mackay,  Hibbard,  Hibbs,  Dussault,  and 
Groff  were  the  authors,  as  chapter  249,  statutes  of  1967.   This  act  added  chap- 
ter 23  to  title  79,  of  the  Revised  Codes  of  Montana,  1947. 

PROVISIONS  OF  THE  ACT 

Legislative  Purpose 

The  legislative  audit  act  states  the  purpose  of  the  legislative  audit 

function  as  follows: 

"Because  the  legislative  assembly  is  responsible  for  authori- 
zing the  expenditure  of  public  moneys,  designating  the  sources  from 
which  moneys  may  be  collected,  shaping  the  administration  to  perform 
the  work  of  state  government,  and  is  held  finally  accountable  for 
fiscal  policy,  the  legislative  assembly  should  also  be  responsible 
for  the  audit  of  fiscal  accounts  and  records  so  that  it  may  be  as- 
sured that  its  directives  have  been  faithfully  carried  out.   It  is 
the  intent  of  this  act  that  each  agency  of  state  government  be 
audited  for  the  purpose  of  furnishing  the  legislative  assembly 
with  factual  information  vital  to  the  discharge  of  its  legislative 
duties. " 

Legislative  Audit  Committee 

The  legislative  audit  committee  consists  of  four  members  of  the  Senate  and 
four  members  of  the  House  of  Representatives.   The  act  provides  that  the  members 
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are  to  be  appointed  before  the  sixtieth  legislative  day  in  the  same  manner  as 
standing  committees  of  the  respective  houses  are  appointed.   A  vacancy  on  the 
committee  occurring  when  the  legislative  assembly  is  not  in  session  shall  be 
filled  by  the  selection  of  a  member  of  the  legislative  assembly  by  the  remain- 
ing members  of  the  committee.   The  committee  is  bipartisan  in  that  no  more  than 
two  of  the  members  from  each  house  can  be  members  of  the  same  political  party. 
The  act  further  provides  that  membership  on  the  committee  shall  terminate  with 
the  termination  of  each  member's  term  of  office,  or  on  December  31  of  the  year 
following  the  year  in  which  the  appointment  was  made,  whichever  event  first 
occurs.   The  committee  shall  elect  one  of  its  members  as  chairman  and  such  other 
officers  as  it  deems  necessary. 

The  duties  and  responsibilities  of  the  committee  are  to  appoint  the  legis- 
lative auditor  and  set  his  salary,  and  to  meet  once  each  quarter  to  advise  and 
consult  with  the  legislative  auditor. 

Legislative  Auditor 

The  act  sets  forth  the  minimum  qualifications  for  the  legislative  auditor, 
which  are  that  he  hold  a  degree  from  an  accredited  college  or  university  with  a 
major  in  accounting  or  allied  field  and  have  at  least  two  years  experience  in 
the  field  of  governmental  accounting  and  auditing. 

The  legislative  auditor  is  authorized  to  appoint  whatever  employees  are 
necessary  to  carry  out  the  provisions  of  the  act,  within  the  limitations  of 
legislative  appropriations. 

The  legislative  auditor  is  solely  responsible  to  the  legislative  assembly. 
He  shall  hold  office  for  a  term  of  two  years  beginning  with  July  1  of  each  odd 
numbered  year.   The  committee  may  remove  him  for  misfeasance,  malfeasance  or  non- 
feasance in  office  at  any  time  after  notice  and  hearing. 
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It  is  the  duty  of  the  legislative  auditor  to: 

(1)  Audit  the  financial  affairs  and  transactions  of  every  state 
agency  at  least  once  each  biennium. 

(2)  Make  a  full,  complete  and  written  report  of  each  audit.   A 
copy  of  each  report  shall  be  furnished  to  the  state  controller, 
to  the  state  agency  which  is  audited,  to  each  member  of  the 
committee,  and  to  the  legislative  council. 

(3)  Report  immediately  in  writing  to  the  attorney  general  any 
apparent  violation  of  penal  statutes  disclosed  by  the  audit 

of  a  state  agency,  and  furnish  the  attorney  general  all  infor- 
mation in  his  possession  relative  to  the  violation. 

(4)  Report  immediately  in  writing  to  the  governor  any  instances 
of  misfeasance,  malfeasance  or  nonfeasance  by  a  state  officer 
or  employee  disclosed  by  the  audit  of  a  state  agency. 

(5)  Report  immediately  to  the  surety  upon  the  bond  of  any  official 
or  employee  when  an  audit  discloses  a  shortage  in  the  accounts 
of  the  official  or  employee. 

(6)  Report  to  the  legislative  assembly  during  the  first  week  of 
each  regular  session.   Each  biennial  report  shall  contain, 
among  other  things,  copies  of,  or  summaries  of  audit  reports 
on  state  agencies  and  any  recommendations  relating  to  such 
reports . 

(7)  Assist  the  legislative  assembly,  its  committees,  and  its 
members  by  gathering  and  analyzing  information  relating  to 
the  fiscal  affairs  of  state  government  during  legislative 
sessions . 


The  objectives  of  audits  of  state  agencies  conducted  by  the  legislative 
auditor  are  to  determine  whether: 

(1)  The  agency  is  carrying  out  only  those  activities  or  programs 
authorized  by  the  legislative  assembly  and  is  conducting  them 
efficiently  and  effectively. 

(2)  Expenditures  are  made  only  in  furtherance  of  authorized  activi- 
ties and  in  accordance  with  the  requirements  of  applicable  laws 
and  regulations. 

(3)  The  agency  collects  and  accountg  properly  for  all  revenues  and 
receipts  arising  from  its  activities. 

(4)  The  assets  of  the  agency  or  in  its  custody  are  adequately  safe- 
guarded and  controlled  and  utilized  in  an  efficient  manner. 


(5)  Reports  nnd  financial  statements  by  the  agency  to  the  governor, 
the  legislative  assembly,  and  central  control  agencies  disclose 
fully  tlie  nature  and  scope  of  the  activities  conducted,  and 
provide  a  proper  basis  for  evaluating  the  agency's  operations. 

The  reports  of  the  legislative  auditor  may  include  comments,  recommendations 
and  suggestions,  but  he  shall  have  no  power  to  enforce  them  nor  shall  he  other- 
wise influence  or  direct  executive  or  legislative  action. 

All  state  agencies  are  required  to  aid  and  assist  the  legislative  auditor 
in  the  auditing  of  books,  accounts  and  records.   The  legislative  auditor  may 
examine  at  any  time  the  books,  accounts  and  records,  confidential  or  otherwise, 
of  a  state  agency;  however,  this  shall  not  be  construed  as  authorizing  the  publi- 
cation of  information  which  the  law  prohibits  publishing. 

At  the  request  of  the  legislative  auditor,  a  state  agency  is  required  to 
transfer  to  the  general  fund  from  earmarked  moneys  under  its  control  an  amount 
equal  to  the  cost  of  the  audit  by  the  legislative  auditor  (subject  to  maximum 
of  $75  per  day)  multiplied  by  the  percentage  that  the  annual  expenditure  of 
earmarked  moneys  is  of  the  total  annual  expenditure  of  the  state  agency. 

ACTIVITIES  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 
Membership  of  the  Committee 

The  following  senators  and  representatives  were  appointed  to  the  first 
legislative  audit  committee: 

Senators  Representatives 

William  H.  Bertsche  Harold  E.  Gerke 

Eighteenth  District  Ninth  District 

Carroll  A.  Graham  Harold  McGrath 

Eighth  District  Twenty-third  District 

William  R.  Mackay  Norris  Nichols 

Thirteenth  District  Twenty-fifth  District 

William  L.  Mathers  H.  0.  Worden 

Seventh  District  Twenty-sixth  District 
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Senator  William  R.  Mackay  of  Roscoe  was  elected  chairman  of  the  committee 
at  its  first  meeting  on  March  7,  1967.   Representative  Harold  McGrath  of  Butte 
was  elected  vice  chairman  and  Senator  William  L.  Mathers  of  Miles  City  served 
as  secretary  of  the  committee. 

Meetings  of  the  Committee 

The  committee  has  held  10  meetings  since  its  inception.   These  meetings 
were  held  on  the  following  dates: 

March  7,  1967  December  6,  1967 

March  9,  1967  February  5,  1968 

May  7-8,  1967  May  13,  1968 

June  12,  1967  August  26,  1968 

August  4,  1967  December  2-3,  1968 

At  these  meetings,  the  committee  elected  its  officers,  established  its 
rules,  appointed  the  legislative  auditor,  adopted  reporting  practices,  adopted 
a  staff  recruitment  policy,  adopted  a  detail  budget  and  received  financial  re- 
ports of  the  legislative  auditor's  operations,  approved  the  audit  program  of 
the  legislative  auditor,  and  received  the  audit  reports  of  the  legislative 
auditor  and  replies  thereto  of  the  state  agencies  affected  by  the  legislative 
auditor's  recommendations. 

Selection  of  the  Legislative  Auditor 

Wide  publicity  was  given  to  the  selection  of  the  legislative  auditor.   The 
legislative  audit  committee  circularized  advertisements  among  the  legislative 
service  agencies  throughout  the  United  States,  university  bureaus  of  governmental 
research,  newspapers^  and  in  the  national  accounting  publication,  "The  Journal  of 
Accountancy". 

Twenty-five  applications  for  the  position  of  legislative  auditor  were  re- 
ceived.  Of  these,  four  were  from  certified  public  accountants.   At  its  meeting 
on  May  7,  1967,  the  committee  reduced  the  number  of  applicants  for  consideration 
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to  three.   At  its  meeting  of  June  12,  1967,  the  committee  appointed  Morris  L. 
Brusett  to  the  position  of  legislative  auditor.   Mr.  Brusett  assumed  the  duties 
of  the  office  on  July  20,  1967. 

Office  Space 

The  legislative  audit  committee  agreed  that  the  legislative  audit  function 
can  operate  at  maximum  efficiency  only  if  the  office  of  the  legislative  auditor 
is  conveniently  located  near  the  major  state  agencies  and  concluded  that  it 
should  be  in  the  state  capitol  building.   The  committee  made  arrangements  with 
the  state  controller  to  establish  the  office  in  the  two  rooms  designated  as 
room  119  located  on  the  first  floor  of  the  capitol  building.   The  committee  has 
utilized  the  legislative  council's  conference  room  for  its  meetings. 

Adoption  of  Rules 

At  its  meeting  on  August  4,  1967,  the  following  rules  were  adopted  by  the 
committee: 

(1)  Purpose.   The  purpose  of  these  rules  is  to  form  a  basis  for  the 
operations  of  the  legislative  audit  committee  and  to  inform  the 
members  of  the  legislative  assembly  of  the  audit  committee's 
procedure  in  order  that  they  may  assist  by  their  suggestions 
and  resolutions,  and  by  studying  problems  that  may  come  before 
the  legislative  assembly. 

(2)  Parliamentary  Procedure.   Except  as  otherwise  specified  by  these 
rules,  the  proceedings  of  the  legislative  audit  committee  shall 
be  governed  by  the  joint  rules  of  the  house  and  senate  of  the 
legislative  assembly,  so  far  as  they  are  applicable,  together 
with  Mason's  Manual  of  Legislative  Procedure. 

(3)  Officers.   The  legislative  audit  committee  shall  elect,  from  its 
membership,  a  chairman,  a  vice  chairman,  and  a  secretary  who 
shall  serve  during  the  legislative  biennium  for  which  they  are 
elected.  One  of  these  officers  shall  be  a  member  of  the  house  of 
representatives  and  one  from  the  senate.   The  legislative  auditor 
shall  assist  the  secretary  of  the  audit  committee. 

(4)  Location.   The  legislative  audit  committee  shall  maintain  offices 
in  the  state  capitol,  and  all  regular  meetings  shall  be  held  at 
such  offices,  but  the  chairman  may  call  special  meetings  at  any 
other  place. 
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(5)  Meetings.   Regular  meetings  of  the  legislative  audit  committee 
shall  be  held  at  ten  o'clock  A.M.  on  the  second  Monday  of 
February,  May,  August,  and  November.   Upon  written  request  to 
the  chairman  of  the  legislative  audit  committee  by  a  majority 
of  the  members,  the  chairman  is  required  to  call  a  special 
meeting. 

(6)  Quorum.   Six  members  of  the  legislative  audit  committee  shall 
constitute  a  quorum,  and  a  vote  of  six  members  on  the  pre- 
vailing side  is  required  to  carry  any  motion.  All  members  of 
the  committee  must  be  present  to  organize  and  elect  officers. 

(7)  Special  Audits.   The  legislative  audit  committee,  upon  motion 
duly  made  and  carried  at  any  regular  or  special  meeting  of  the 
committee,  shall  direct  the  legislative  auditor  to  make  any 
special  audit  or  investigation  and  to  take  such  action  thereon 
as,  in  its  judgment,  is  proper  and  necessary  to  carry  out  the 
purpose  and  intent  of  chapter  249,  laws  of  1967,  codified  as 
sections  79-2301  through  79-2313,  R.C.M.  1947. 

(a)   Any  member  of  the  legislative  assembly,  who  is  not  a 
member  of  the  committee,  may,  by  written  request  filed  with 
the  legislative  audit  committee  at  least  six  (6)  days  prior 
to  any  regular  or  special  meeting  of  said  committee,  request 
a  special  auditing  of  any  agency  of  the  state,  and  upon  a 
vote  of  six  or  more  members  of  the  legislative  audit  committee 
approving  such  request,  the  legislative  auditor  shall  make 
such  audit. 

(8)  Assistance  to  Individual  Legislators.   The  legislative  auditor 
shall  furnish  routine  financial  information  on  any  state  agency 
to  any  member  of  the  legislative  assembly.   Other  than  jroutine 
financial  information  on  any  state  agency,  shall  be  furnished 
with  the  approval  of  the  chairman  and  vice-chairman  of  the 
legislative  audit  committee. 

(9)  Roll  Call.   A  roll  call  shall  be  taken  upon  any  question  upon 
demand  of  members . 

(10)  Reports .   The  legislative  auditor  shall  forward  to  the  members 
a  copy  of  all  final  audit  reports.   A  copy  of  any  final  audit 
report  may  be  forwarded  to  any  member  of  the  legislative 
assembly  upon  request.   News  releases  shall  not  be  made  to 
the  press,  radio,  or  television  until  after  the  committee  has 
officially  met  to  review  the  audit  of  the  state  agency  in 
question. 

(11)  Change  of  Rules.   These  rules  may  be  suspended  by  a  vote  of 
six  of  the  members  of  the  committee.   Amendments  to  the  rules 
may  be  made,  after  six  days  written  notice  of  intent  thereof, 
together  with  a  copy  of  the  proposed  change,  by  a  vote  of  six 
members  of  the  committee. 
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AUDIT  POLICY 
General 

The  legislative  auditor's  office  is  basically  similar  in  many  respects  to 
that  of  an  independent  firm  of  certified  public  accountants  with  the  main  dis- 
tinction being  that  the  legislative  auditor  has  only  one  client  -  the  Montana 
State  Legislature.   The  legislative  auditor  and  deputy  legislative  auditor  are 
C.P.A. 's  and  staff  members  are  required  to  be  or  become  C.P.A.'s,  at  least  at 
the  higher  levels.   As  C.P.A.'s  the  legislative  auditor  and  his  staff  are  sub- 
ject to  the  code  of  ethics  of  the  American  Institute  of  Certified  Public  Account- 
ants, work  within  the  framework  of  the  auditing  standards  generally  accepted  for 
the  profession,  and  employ  procedures  established  by  the  profession  in  the  con- 
duct of  our  work. 

The  legislative  audit  program,  however,  is  usually  broader  in  scope  than 
regular  audits  conducted  by  C.P.A.  firms.   The  law  requires  that  the  legislative 
auditor  delve  more  deeply  into  an  agency's  operations  as  they  relate  to  legis- 
lative intent.   In  addition,  the  legislative  auditor's  reports  are  designed  to 
provide  more  specific  Information  and  recommendations  than  do  most  C.P.A.  audit 
reports  of  commercial  organizations.   Once  an  agency  has  been  audited,  the  legis- 
lative auditor  is  able  to  supply  legislators  a  considerable  amount  of  information 
about  the  agency's  operations.   We  believe  that  by  drawing  upon  this  reservior 
of  financial  information  obtained  during  the  course  of  our  audits,  we  can  in  a 
material  way  assist  the  legislature  in  fulfilling  its  responsibility  for  estab- 
lishing overall  state  fiscal  policy.   In  addition,  by  auditing  all  state  agencies 
comparisons  can  be  made  of  their  economy  and  efficiency  and  adherance  to  state- 
wide policies. 
Certification 

The  American  Institute  of  Certified  Public  Accountants  has  developed  a 
standard  terminology  that  it  recommends  for  use  as  a  standard  certification 
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for  inclusion  in  independent  audit  reports  to  indicate  the  scope  of  the  audit 

work  performed  and  the  auditors  opinion  as  to  the  overall  fairness  of  the 

financial  statements.   This  terminology  is  as  follows: 

"We  have  examined  the  balance  sheet  of  a  fund  of  the  State  of 

Montana  as  of  June  30,  19 ,  and  the  related  statement  of  revenues, 

expenditures ,  and  fund  balance  for  the  year  then  ended .   Our 
examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and  accordingly  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we  con- 
sidered necessary  in  the  circumstances. 

"In  our  opinion,  the  accompanying  balance  sheet  and  statement  of 
revenues,  expenditures,  and  fund  balance  present  fairly  the 
financial  position  of  a  fund  of  the  State  of  Montana  as  of 

June  30,  19 ,  and  the  results  of  its  operations  for  the  year 

then  ended  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  basis  consistent  with  that  of  the 
preceding  year." 

The  above-quoted  paragraphs  have  been  modified  in  the  audit  reports  issued 
by  the  office  of  the  legislative  auditor.   In  the  reports  a  qualified  opinion  or 
adverse  opinion  was  required  because:   (1)  generally  accepted  accounting  prin- 
ciples had  not  been  followed  in  recording  transactions  of  the  fund;  or  (2)  adequate 
informative  disclosure  of  material  items  had  not  been  made  in  the  financial  state- 
ments. 

In  the  first  of  the  two  paragraphs  quoted  above,  reference  is  made  to  an 
"examination"  of  the  financial  statements  having  been  made  in  accordance  with 
"generally  accepted  auditing  standards,"  and  in  the  second  paragraph  reference 
is  made  to  the  application  of  "generally  accepted  accounting  principles"  by  the 
agency  under  audit.   The  following  paragraphs  contain  definitions  of  these  terms 
as  they  are  used  by  the  office  of  the  legislative  auditor,  which  usage  coincides 
with  that  of  firms  of  certified  public  accountants. 

The  term  "examination"  of  financial  statements  is  used  to  mean  a  critical 
analysis  of  the  underlying  internal  controls  and  accounting  records  of  an  opera- 
ting entity  of  sufficient  scope  to  warrant  the  expression  of  an  opinion  as  to 
the  propriety  of  the  financial  statements  prepared  from  those  records.   To  examine 
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the  financial  statements  of  funds  of  the  State  of  Montana,  the  office  of  the 
legislative  auditor  must  audit  the  accounting  records  of  the  operating  agencies 
where  the  financial  transactions  originate  as  well  as  the  control  accounts  main- 
tained by  the  state  controller. 
Generally  Accepted  Auditing  Standards 

The  term  "generally  accepted  auditing  standards"  is  used  to  mean  the  broad 
standards  specified  by  the  American  Institute  of  Certified  Public  Accountants 
and  widely  adopted  and  adhered  to  by  firms  of  certified  public  accountants,  as 
follows: 

General  standards: 

(1)  The  examination  is  to  be  performed  by  a  person  or  persons  having 
adequate  technical  training  and  proficiency  as  an  auditor. 

(2)  In  all  matters  relating  to  the  assignment,  an  independence  in 
mental  attitude  is  to  be  maintained  by  the  auditor  or  auditors. 

(3)  Due  professional  care  is  to  be  exercised  in  the  performance  of 
the  examination  and  the  preparation  of  the  report. 

Standards  of  field  work: 

(1)  The  work  shall  be  planned  adequately  and  assistants,  if  any,  are 
to  be  supervised  properly. 

(2)  There  is  to  be  a  proper  study  and  evaluation  of  the  existing 
internal  control  as  a  basis  for  reliance  thereon,  and  for  the 
determination  of  the  resultant  extent  of  the  tests  to  which 
auditing  procedures  are  to  be  restricted. 

(3)  Sufficient  competent  evidential  matter  is  to  be  obtained  through 
inspection,  observation,  inquiries,  and  confirmations  to  afford 
a  reasonable  basis  for  an  opinion  regarding  the  financial  state- 
ments under  examination. 

Reporting  standards: 

(1)  The  report  shall  state  whether  the  financial  statements  are  pre- 
sented in  accordance  with  generally  accepted  principles  of 
accounting. 

(2)  The  report  shall  state  whether  such  principles  have  been  con- 
sistently observed  in  the  current  period  in  relation  to  the 
preceding  period. 
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(3)  Informative  disclosures  in  the  financial  statements  are  to  be 
regarded  as  reasonably  adequate  unless  otherwise  stated  in  the 
report. 

(4)  The  report  shall  either  contain  an  expression  of  opinion  regarding 
the  financial  statements,  taken  as  a  whole,  or  an  assertion  to  the 
effect  that  an  opinion  cannot  be  expressed.   When  an  over-all 
opinion  cannot  be  expressed,  the  reasons  therefor  should  be  stated. 
In  all  cases  where  an  auditor's  name  is  associated  with  financial 
statements  the  report  should  contain  a  clear-cut  indication  of  the 
character  of  the  auditor's  examination,  if  any,  and  the  degree  of 
responsibility  he  is  taking. 

In  addition  to  these  broad  auditing  standards,  which  have  been  generally 
accepted  by  professional  auditors,  there  are  many  more  specific  supplementary 
standards  and  rules  which  have  been  widely  adopted  by  practitioners  as  guides 
for  quality  of  performance.   To  implement  these  standards  and  rules,  a  great 
many  auditing  procedures  and  techniques  have  gradually  been  devised  and  are 
employed  by  practitioners  in  situations  where,  in  the  judgment  of  each  prac- 
titioner, they  are  applicable.   The  office  of  the  legislative  auditor  adheres 
to  the  above-listed  standards  and  utilizes  all  of  the  auditing  procedures  con- 
sidered necessary  in  the  circumstances  surrounding  each  examination. 

Generally  Accepted  Accounting  Principles 

The  term  "generally  accepted  accounting  principles"  in  the  opinion  paragraph 
quoted  above  refers  to  those  principles  involved  in  recording  accounting  trans- 
actions which  have  been  generally  considered  to  be  the  most  useful  in  presenting 
fairly  the  financial  position  and  results  of  operations  of  an  operating  entity. 
In  governmental  accounting  a  number  of  principles  which  apply  to  all  accounting 
processes  and  some  principles  which  are  peculiar  to  fund  accounting  have  gained 
substantial  recognition. 
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The  National  Committee  on  Governmental  Accounting,  consisting  of  advisory 
committees  from  leading  accounting  organizations  in  the  United  States  and 
Canada,  has  formulated  a  body  of  accounting  principles  which  are  recommended  as 
being  generally  applicable  to  governmental  entities.   The  members  of  the  committee 
represent  the  following  organizations: 

American  Accounting  Association 

American  Institute  of  Certified  Public  Accountants 

Canadian  Federation  of  Mayors  and  Municipalities 

The  Canadian  Institute  of  Chartered  Accountants 

International  City  Managers  Association 

Municipal  Finance  Officers  of  the  United  States  and  Canada 

National  Association  of  Accountants 

National  Association  of  County  Officials 

National  Association  of  State  Auditors,  Comptrollers,  and  Treasurers 

National  Association  of  State  Budget  Officers 

National  League  of  Cities 

National  Municipal  League 

The  Association  of  School  Business  Officials  of  the  United  States 

and  Canada 
United  States  Federal  Government  - 

General  Accounting  Office 

U.  S.  Treasury  Department 

U.  S.  Bureau  of  the  Budget 

The  13  accounting  principles  recommended  by  the  National  Committee  on 
Governmental  Accounting  are  as  follows: 

(1)  A  governmental  accounting  system  must  make  it  possible: 
(a)  to  show  that  all  applicable  legal  provisions  have 
been  complied  with;  and  (b)  to  determine  fairly  and  with 
full  disclosure  the  financial  position  and  results  of 
financial  operations  of  the  constituent  funds  and  self- 
balancing  account  groups  of  the  governmental  unit. 

(2)  If  there  is  a  conflict  between  legal  provisions  and 
generally  accepted  accounting  principles  applicable 
to  governmental  units,  legal  provisions  must  take 
precedence.   Insofar  as  possible,  however,  the  govern- 
mental accounting  system  should  make  possible  the  full 
disclosure  and  fair  presentation  of  financial  position 
and  operating  results  in  accordance  with  generally 
accepted  principles  of  accounting  applicable  to  govern- 
mental units. 
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(3)  An  annual  budget  should  be  adopted  by  every  governmental  unit, 
whether  required  by  law  or  not,  and  the  accounting  system  should 
provide  budgetary  control  over  general  governmental  revenues 
and  expenditures. 

(4)  Governmental  accounting  systems  should  be  organized  and  operated 
on  a  fund  basis.   A  fund  is  defined  as  an  independent  fiscal  and 
accounting  entity  with  a  self-balancing  set  of  accounts  recording 
cash  and/or  other  resources  together  with  all  related  liabilities, 
obligations,  reserves,  and  equities  which  are  segregated  for  the 
purpose  of  carrying  on  specific  activities  or  attaining  certain 
objectives  in  accordance  with  special  regulations,  restrictions, 
or  limitations. 

(5)  The  following  types  of  funds  are  recognized  and  should  be  used 

in  accounting  for  governmental  financial  operations  as  indicated. 

(1)  The  General  Fund  to  account  for  all  financial  transactions 
not  properly  accounted  for  in  another  fund; 

(2)  Special  Revenue  Funds  to  account  for  the  proceeds  of  speci- 
fic revenue  sources  (other  than  special  assessments)  or  to 
finance  specified  activities  as  required  by  law  or  administrative 
regulation; 

(3)  Debt  Service  Funds  to  account  for  the  payment  of  interest 
and  principal  on  long-term  debt  other  than  special  assessment 
and  revenue  bonds; 

(4)  Capital  Projects  Funds  to  account  for  the  receipt  and  dis- 
bursement of  moneys  used  for  the  acquisition  of  capital  facilities 
other  than  those  financed  by  special  assessment  and  enterprise 
funds ; 

(5)  Enterprise  Funds  to  account  for  the  financing  of  services  to 
the  general  public  where  all  or  most  of  the  costs  involved  are 
paid  in  the  form  of  charges  by  users  of  such  services; 

(6)  Trust  and  Agency  Funds  to  account  for  assets  held  by  a 
governmental  unit  as  trustee  or  agent  for  individuals,  private 
organizations,  and  other  governmental  units; 

(7)  Intregovernmental  Service  Funds  to  account  for  the  financing 
of  special  activities  and  services  performed  by  a  designated 
organization  unit  within  a  governmental  jurisdiction  for  other 
organization  units  within  the  same  governmental  jurisdiction; 

(8)  Special  Assessment  Funds  to  account  for  special  assessments 
levied  to  finance  public  improvements  or  services  deemed  to 
benefit  the  properties  against  which  the  assessments  are  levied. 
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(6)  Every  governmental  unit  should  establish  and  maintain  those  funds 
required  by  law  and  sound  financial  administration.   Since  numerous 
funds  make  for  inflexibility,  undue  complexity,  and  unnecessary 
expense  in  both  the  accounting  system  and  the  over-all  financial 
administration,  however,  only  the  minimum  number  of  funds  con- 
sistent with  legal  and  operating  requirements  should  be  established. 

(7)  A  complete  self-balancing  group  of  accounts  should  be  established 
and  maintained  for  each  fund.   This  group  should  include  all  general 
ledger  accounts  and  subsidiary  records  necessary  to  reflect  com- 
pliance with  legal  provisions  and  to  set  forth  the  financial  position 
and  the  results  of  financial  operations  of  the  fund.   A  clear  dis- 
tinction should  be  made  between  the  accounts  relating  to  current 
assets  and  liabilities  and  those  relating  to  fixed  assets  and 
liabilities.   With  the  exception  of  Intragovernmental  Service  Funds, 
fixed  assets  should  not  be  accounted  for  in  the  same  fund  \/ith  the 
current  assets,  but  should  be  set  up  in  a  separate,  self-balancing 
group  of  accounts  called  the  General  Fixed  Asset  Group  of  Accounts. 
Similarly,  except  in  Special  Assessment,  Enterprise,  and  certain 
Trust  Funds,  long-term  liabilities  should  not  be  carried  with  the 
current  liabilities  of  any  fund,  but  should  be  set  up  in  a  separate, 
self-balancing  group  of  accounts  known  as  the  General  Long-term 

Debt  Group  of  Accounts. 

(8)  The  fixed  asset  accounts  should  be  maintained  on  the  basis  of 
original  cost,  or  the  estimated  cost  if  the  original  cost  is  not 
available,  or,  in  the  case  of  gifts,  the  appraised  value  at  the 
time  received. 

(9)  Depreciation  on  general  fixed  assets  should  not  be  recorded  in  the 
general  accounting  records.   Depreciation  charges  on  such  assets 
may  be  computed  for  unit  cost  purposes,  provided  such  charges  are 
recorded  only  in  memorandum  form  and  do  not  appear  in  the  fund 
accounts. 

(10)  The  accrual  basis  of  accounting  is  recommended  for  Enterprise,  Trust, 
Capital  Projects,  Special  Assessment,  and  Intragovernmental  Service 
Funds.   For  the  General,  Special  Revenue,  and  Debt  Service  Funds, 
the  modified  accrual  basis  of  accounting  is  recommended.   The  modi- 
fied accrual  basis  of  accounting  is  defined  as  that  method  of 
accounting  in  which  expenditures  other  than  accrued  interest  on 
general  long-term  debt  are  recorded  at  the  time  liabilities  are 
incurred  and  revenues  are  recorded  when  received  in  cash,  except 

for  material  or  available  revenues  which  should  be  accrued  to 
reflect  properly  the  taxes  levied  and  the  revenues  earned. 

(11)  Governmental  revenues  should  be  classified  by  fund  and  source.   Ex- 
penditures should  be  classified  by  fund,  function,  organization  unit, 
activity,  character,  and  principal  classes  of  objects  in  accordance 
with  standard  recognized  classifications. 

(12)  A  common  terminology  and  classification  should  be  used  consistently 
throughout  the  budget,  the  accounts,  and  the  financial  reports. 
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(13)   Financial  statements  and  reports  showing  the  current  condition  of 
budgetary  and  proprietary  accounts  should  be  prepared  periodically 
to  control  financial  operations.   At  the  close  of  each  fiscal  year, 
a  comprehensive  annual  financial  report  covering  all  funds  and 
financial  operations  of  the  governmental  unit  should  be  prepared 
and  published. 

These  principles  represent  the  latest  thinking  of  the  National  Committee  on 
Governmental  Accounting  as  they  were  included  in  the  Committee's  latest  text 
published  in  1968. 

The  office  of  the  legislative  auditor  has  taken  the  position  that  these 
principles  are  basically  applicable  to  the  State  of  Montana.   In  expressing  an 
opinion  as  to  whether  the  financial  statements  of  a  fund  of  the  State  of  Montana 
present  fairly  the  financial  position  of  the  fund  as  of  a  given  date  and  the 
results  of  operations  for  the  period  ended  on  that  date  in  conformity  with 
generally  accepted  accounting  principles,  the  criteria  used  by  the  office  of 
the  legislative  auditor  are  the  principles  of  the  National  Committee  on  Govern- 
mental Accounting  set  forth  above,  together  with  other  principles  applicable  to 
both  governmental  and  private  organizations. 

Reporting  Practices 

At  its  meeting  of  August  4,  1967,  the  legislative  audit  committee  adopted 
the  following  steps  to  be  followed  by  the  legislative  auditor  and  the  committee 
in  reporting  upon  the  results  of  each  agency  audit. 

Legislative  Auditor 

1.  Perform  the  audit. 

2.  Discuss  the  findings  and  recommendations  with  appropriate 
administrative  officials. 

3.  Prepare  the  report  and  address  it  to  the  legislative  audit 
committee. 

4.  Send  a  copy  of  the  report  to  each  member  of  the  committee. 
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Legislative  Audit  Committee 

1.  Discuss  the  report  at  the  next  committee  meeting. 

2.  Release  the  report  to  the  agency  with  a  request  to  the  head  of 
the  agency  that  he  reply  to  the  recommendations  Indicating  what 
action  he  has  taken  or  Intends  to  take  thereon.   The  agency  head 
is  also  Invited  to  attend  the  committee's  next  meeting  if  he 
wishes  to  discuss  any  phase  of  the  report  or  his  reply  with  the 
committee. 

Once  an  agency  has  been  audited  the  legislative  auditor  will,  at  time  of  the 
next  audit  of  the  agency,  followup  the  recommendations  to  determine  what  action 
has  been  taken  and  re-evaluate  any  recommendations  with  which  the  agency  might 
not  agree. 

Staff  Recruitment  and  Training 

The  effectiveness  of  Montana's  legislative  audit  function  as  envisioned  in 
its  creating  act  will  depend  to  a  very  large  extent  upon  the  quality  of  personnel 
comprising  the  legislative  auditor's  staff.   This  fact  was  affirmed  by  the  legis- 
lative audit  committee  at  its  meeting  of  August  4,  1967,  when  the  following 
minimum  qualifications  for  a  position  on  the  legislative  audit  staff  were  adopted: 

A  bachelor's  degree  or  higher  with  a  major  in  accounting  or  . 
an  allied  field  from  a  recognized  college  or  university. 
-  a  candidate  without  a  bachelor's  degree  may  be  accepted 
If  he  has  demonstrated  by  previous  auditing  experience  that 
he  is  qualified  for  a  staff  position; 

The  ability  to  work  with  others  on  a  professional  plane; 

A  high  degree  of  personal  Integrity;  and 

An  unusual  amount  of  curiosity,  industry,  perserverance, 
and  resourcefulness . 

In  addition  to  these  basic  requirftn-ents,  staff  accountants  will  be  expected  to 

take  and  pass  the  certified  public  accountant  examination  within  a  reasonable 

time  after  their  employment. 
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In  order  that  the  audit  staff  will  adequately  perform  its  function,  emphasis 
will  be  placed  upon  the  continued  education  of  staff  members  through  the  utiliza- 
tion of  available  professional  development  programs. 

ACTIVITIES  OF  THE  LEGISLATIVE  AUDITOR 
General 

At  the  outset  of  the  legislative  auditor's  operations,  it  was  readily  ap- 
parent that  all  state  agencies  could  not  be  audited  by  the  legislative  auditor 
during  the  1967-69  biennium.   Sufficient  funds  to  do  so  were  just  not  available. 
The  approach  employed  by  the  legislative  auditor,  as  endorsed  by  the  legislative 
audit  committee,  has  been  to  do  a  quality  audit  on  the  agencies  assigned  by  the 
committee  as  opposed  to  doing  less  than  a  professional  job  on  a  larger  number 
of  agencies. 

The  amount  of  time  required  to  perform  an  audit  is  dependent  to  a  very 
large  extent  upon  the  adequacy  of  the  accounting  system  of  the  entity  being 
audited.   As  we  started  our  audits  of  state  agencies  it  immediately  became  clear 
that  records  were  not  being  maintained  to  provide  a  large  amount  of  basic 
financial  information.   This  resulted  in  the  completion  of  considerably  less 
audits  this  first  biennium  than  was  anticipated. 

The  office  of  the  legislative  auditor  has  received  requests  from  many 
agency  heads  to  audit  their  agencies.   Since  we  did  not  have  the  staff  to  comply 
with  all  the  requests,  we  suggested  that  these  agencies  we  could  not  cover  con- 
tact public  accounting  firms  about  the  possibility  of  audits.   The  largest  of 
the  agencies  to  accept  this  suggestion  were  the  highway  commission  and  the 
university  system.   Audits  of  the  highway  commission  and  each  of  the  six  units 
of  the  university  system  were  undertaken  by  firms  of  certified  public  accountants 
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for  the  fiscal  year  ended  June  30,  1968  and  audit  reports  for  all  of  these, 
except  for  two  of  the  university  units,  had  been  issued  at  the  time  of  this 
writing.   The  office  of  the  legislative  auditor  worked  with  the  C.P.A.  firms 
in  varying  degrees  primarily  in  a  consulting  capacity. 

The  legislative  auditor  and  deputy  legislative  auditor  have  spent  a  con- 
siderable amount  of  time  consulting  with  state  officials  discussing  statewide 
accounting  needs  and  supplying  advice  regarding  fiscal  matters  in  reply  to 
requests  from  agency  personnel.   In  addition,  some  financial  information  has 
been  supplied  individual  legislators  at  their  request  in  accordance  with  the 
rules  of  the  legislative  audit  committee. 

In  accordance  with  a  directive  from  the  legislative  audit  committee,  the 
legislative  auditor  prepared  a  report  on  the  desirability  of  pro-rating  the 
cost  of  the  state's  central  administrative  agencies  out  to  the  various  funds 
receiving  services  of  these  agencies.   This  report  pointed  out  that  the  state 
general  fund  could  have  been  reimbursed  an  estimated  additional  $750,000  for 
such  services  during  the  1967-69  biennium  if  an  appropriate  basis  for  doing  so 
had  existed.   The  report  recommended  that  "legislative  action  be  initiated  that 
would  bring  about  the  implementation  of  a  plan  whereby  the  administrative  costs 
of  central  service  agencies  would  be  distributed  on  an  equitable  basis  to 
agencies  financed  from  special  funds".   The  committee  agreed  with  the  recom- 
mendation and  indicated  that  appropriate  legislation  will  be  introduced. 

A  siiinmary  of  recommendations  made  in  reports  issued  by  the  legislative 
auditor  through  December  31,  1968  is  included  in  Appendix  D  of  this  report. 
The  reports  included  122  recommendations.  As  of  the  writing  of  this  report, 
replies  from  state  officials  and  agency  heads  to  whom  the  recommendations 
were  directed  had  been  received  to  108  of  the  recommendations.   The  replies 
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indicated  agreement  with  106  of  the  recommendations  as  follows: 

Already  implemented  or  in  process  53 

Implementation  will  be  made  as 

soon  as  practicable.  45 

Implementation  will  be  made  subject 
to  passage  of  authorizing 
legislation  8 

Total  replies  in  agreement  106 

For  the  two  replies  indicating  disagreement  with  the  recommendations,  the  legis- 
lative audit  committee  reaffirmed  its  agreement  with  the  recommendations  by 
letter  to  the  state  controller. 

Review  of  Internal  Control  Within  the  Central  Fiscal  Control  Agencies 

The  first  assignment  of  the  legislative  auditor  was  a  review  of  the  system 

of  internal  control  within  the  department  of  administration,  state  auditor's 

office,  and  state  treasurer's  office.   This  assignment  was  made  for  the  purpose 

of  determining  the  soundness  of  accounting  procedures  and  the  dependability  of 

accounting  records  and  reports  of  these  important  control  agencies. 

Internal  control  is  defined  as  follows: 

Internal  control  comprises  the  plan  of  organization  and 
all  the  coordinate  methods  and  measures  adopted  within 
the  government  to  safeguard  its  assets,  check  the  accuracy 
and  reliability  of  its  accounting  data,  promote  operating 
efficiency,  and  encourage  adherance  to  prescribed  mana- 
gerial policies. 

A  review  of  the  system  of  internal  control  is  an  initial  step  in  the  audit 
of  any  agency.   From  this  review,  the  auditor  can  foirm  a  basis  as  to  the  reliance 
he  may  place  upon  the  agency's  financial  reports  and  determine  the  extent  to 
which  auditing  procedures  need  be  applied. 
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The  findings  from  this  initial  review  of  internal  control  within  the  state's 
central  fiscal  control  agencies  show  a  definite  need  for  adoption  of  several 
changes  in  the  state's  accounting  system  for  it  to  function  adequately.   Some 
of  the  major  needs  are  to: 

1.  Publish  a  comprehensive  annual  financial  report  of  the  operations 
and  financial  position  of  all  funds  and  accounts  of  the  state  - 

An  annual  financial  report  is  basic  to  any  enterprise,  governmental 
or  otherwise  to  show  how  it  stands  financially,  where  its  resources 
have  come  from,  and  how  these  resources  were  utilized.   Such  a 
report  would  provide  important  information  to  a  variety  of  groups 
who  have  a  legitimate  interest  in  the  state's  operations  such  as 
the  general  public,  the  legislature,  state  agencies,  other  state 
and  local  governments,  investors,  financial  underwriters,  bankers, 
educational  institutions,  and  research  organizations. 

2.  Adopt  the  modified  accrual  basis  of  accounting  for  all  state 
agencies  -  The  present  method  used  for  accounting  for  the  state's 
operations  is  the  "cash  basis".  "Cash  basis"  accounting  is  a  system 
which  recognizes  revenues  only  when  collected  and  expenditures 

only  when  paid.   The  "modified  accrual  basis"  provides  that  revenues 
are  recorded  when  collected  but  expenditures  are  charged  to  the 
period  in  which  the  related  goods  or  services  are  received.   This 
method  would  result  in  a  much  more  exact  reporting  from  year  to 
year  of  the  state's  costs,  provide  an  accurate  base  upon  which  to 
project  future  appropriation  requests,  reduce  the  possibilities 
of  financial  manipulation  and  undisclosed  liabilities,  and  meet 
the  federal  government's  increasing  requirement  of  reporting  costs 
by  year  incurred  as  opposed  to  the  year  paid . 

3.  Create  an  accounting  systems  unit  within  the  state  controller's 
office  -  The  state  controller  is  responsible  by  law  for  prescribing 
and  installing  uniform  accounting  and  reporting  procedures  for  all 
state  agencies  and  developing  plans  for  improvements  and  economies 
in  the  organization  and  operation  thereof.   The  controller's 
present  staff  is,  for  the  most  part,  taken  up  with  day-to-day 
routine  accounting  matters  and  little  time  is  available  for  plan- 
ning and  developing  new  accounting  methods.   An  accounting  systems 
unit  consisting  of  a  properly  trained,  highly-skilled  staff  not 
involved  in  the  daily  routine  of  accounting  functions,  could  con- 
centrate its  efforts  on  remedying  current  deficiencies  in  the  system. 

4.  Establish  a  statewide  fiscal  policy  and  procedures  manual 

A  manual  would  serve  as  a  means  of  communication  from  the  central 
control  agencies  to  the  operating  agencies  of  state  government. 
It  would  be  the  source  of  information,  policies,  procedures,  and 
regulations  which  the  control  agencies  issued  in  connection  with 
their  responsibilities  for  general  supervision  of  the  fiscal  and 
business  management  affairs  of  the  state. 
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5.   Centralize  the  state  payroll  function  -  Under  the  payroll  system 
in  effect  at  the  time  of  our  review,  each  state  agency  acted  as  an 
autonomous  reporting  unit.   Each  agency  filed  a  report  and  claim 
for  payment  for  its  payroll  and  each  type  of  payroll  withholding. 
In  addition,  separate  payroll  claims  had  to  be  processed  for  each 
appropriation  or  account  from  which  payments  were  made.  An  example 
of  the  results  of  this  is  that  seventy-three  state  warrants  were 
issued  to  one  insurance  company  for  one  month  representing  payroll 
deductions  for  insurance  premiums;  several  of  these  warrants  were 
for  the  small  amount  of  $.65  whereas  under  a  centralized  function 
only  one  warrant  need  be  issued  to  pay  these  premiums. 
The  existing  system  was  obviously  very  inefficient  and  uneconomical. 
The  system  further  permitted  most  state  agencies  to  release  salary 
warrants  to  their  employees  on  the  25th  of  the  month  in  which  the 
salaries  were  earned.   This  practice  can  result  in  problems  such  as 
being  confronted  with  the  task  of  recouping  the  unearned  portion  of 
salary  pajonents. 

In  accordance  with  our  recommendation,  a  centralized  payroll  function  has 
been  established  and  is  in  operation  for  several  state  agencies.   In  these 
agencies,  employees  are  now  being  paid  after  the  end  of  the  pay  period.   We 
are  informed  that  plans  exist  to  bring  the  remainder  of  the  state  agencies  into 
the  centralized  system  in  the  near  future. 

Audits  of  State  Agencies 

The  original  plan  for  the  legislative  auditor's  program  for  the  1967-69 
biennium  was  to  select  a  representative  agency  for  audit  from  as  many  of  the 
divisions  of  state  government  as  possible.  As  previously  indicated  in  this 
report,  the  lack  of  adequate  accounting  systems  resulted  in  a  limited  imple- 
mentation of  this  plan. 

Audits  have  been  completed  to  date  for  the  funds  and  accounts  administered 
by  the  following  agencies: 

State  Office  of  Economic  Opportunity 

Fish  and  Game  Commission 

Montana  Children's  Center 

State  Examining  Board  of  Cosmetology 
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At  the  present  time  an  audit  is  in  progress  of  the  funds  and  accounts  of 
the  State  Board  of  Equalization. 

The  results  of  audits  of  state  agencies  to  date  re-emphasize  the  need  for 
fulfilling  the  major  needs  as  developed  in  the  review  of  internal  control.   In 
addition,  they  point  out  many  other  significant  problem  areas.   Some  of  the  major 
needs  as  presented  in  the  audit  reports  are  for  each  state  agency  to: 

1.  Prepare  financial  statements  within  a  reasonable  time  after  the 
end  of  each  fiscal  year  for  each  of  the  funds  administered  by 
the  agency.  The  statements  should  include  all  of  the  agency's 
assets,  obligations,  fund  balances,  revenues,  appropriations, 
expenditures,  and  any  notes  necessary  to  provide  information  to 
allow  the  statements  to  adequately  disclose  the  operations  and 
financial  position  of  the  funds  administered  by  the  agency.  - 
The  variety  of  financial  statements  encountered  in  audits  to 
date  has  ranged  from  none  at  all  to  very  incomplete  and  none 
have  considered  the  fund  concept. 

2.  Establish  basic  accounting  records  on  a  fund  basis  utilizing 
the  double  entry  system  and  maintain  them  on  a  current  basis.  - 
Some  of  the  more  basic  records  are  a  general  ledger  (control 
accounts),  subsidiary  ledgers  for  control  accounts  having  a 
large  volume  of  detail,  and  registers  for  entering  financial 
transactions.  None  of  the  agencies  audited  to  date  have  had 
adequate  accounting  records. 

3.  Record  cash  when  it  is  received  and  deposit  in  tact  on  a 
regularly  scheduled  basis.  -  We  have  noted  in  our  audits  that 
the  practice  is  often  followed  of  permitting  cash  to  accumulate 
over  extended  periods  of  time  before  it  is  recorded  or  de- 
posited.  In  the  case  of  the  fish  and  game  commission  these 
amounts  were  quite  substantial.   The  risk  of  misappropriation 
or  error  is  greatest  during  the  period  between  actual  receipt 
and  the  entry  to  a  record  that  will  establish  accountability. 
The  risk  of  misappropriation  or  other  loss  is  increased  where 
funds  are  not  deposited  promptly.   It  is  therefore  essential 
that  the  record  of  accountability  and  deposit  of  cash  be  made 
promptly. 

4.  Centralize  the  cash  receiving  function  to  the  maximum  extent  and 
prevent  employees  receiving  cash  from  having  access  to  accounting 
records.  -  The  greater  the  centralization  of  the  cash  receiving 
process,  the  more  effective  is  the  control  that  can  be  maintained. 
Cashiers  should  not  have  unsupervised  access  to  or  authority  over 
journals,  ledgers,  bank  reconciliations,  etc.  Weaknesses  in  these 
areas  of  internal  control  were  especially  noted  in  the  fish  and 
game  commission. 
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5.  Maintain  accurate  control  accounts  and  subsidiary  ledgers  for 
the  property  (land,  buildings,  equipment,  etc.)  under  the  con- 
trol of  the  agency,  record  additions  and  deletions  as  they 
occur,   and  include  a  statement  of  changes  in  the  property 
accounts  as  a  separate  self-balancing  group  of  accounts  in  the 
annual  financial  statements.  -  None  of  the  agencies  audited 
had  records  to  accurately  account  for  their  property.   Adequate 
accounting  records  are  essential  to  the  protective  custody  of 
the  state's  large  investment  in  property. 

6.  Maintain  properly  approved  employee  attendance  records  and 
records  showing  time  off  earned,  taken,  and  balance  for 
employees'  vacation,  sick  leave,  and  overtime.  -  Some  of  the 
agencies  audited  had  parts  of  these  records  and  some  had  none. 
The  maintenance  of  attendance  records  is  basic  as  a  support 
for  payment  of  employees'  salaries.   The  maintenance  records 
on  a  current  basis  showing  employees'  vacation,  sick  leave, 
and  overtime  earned,  time  taken  off,  and  balance  is  essential 
to  readily  determine  that  time  taken  off  by  an  employee  was 
earned. 

7.  Improve  control,  collection,  and  reporting  of  revenues  by: 

(a)  Recording  and  reporting  in  the  agency's  financial  state- 
ments all  revenue  collected  by  the  agency. 

(b)  Requiring  (and  enforcing  the  requirement)  that  amounts 
due  the  state  be  remitted  on  a  timely  basis. 

(c)  Centralizing  the  accounting,  billing,  and  collection  of 
revenues  in  headquarters  offices  as  opposed  to  having 
these  functions  of  fieldmen. 

(d)  Establishing  accountability  over  revenue  forms.  - 

Deficiencies  relating  to  these  areas  were  noted  in  the  fish 
and  game  commission  but  the  principles  should  be  basically 
applicable  to  all  state  agencies. 

8.  Re-evaluate  and  improve  the  agency's  appropriation  controls 
to  insure  compliance  with  appropriation  laws.  -  Several  in- 
stances were  noted  in  the  audits  of  the   children's 

Center  and  fish  and  game  commission  where  appropriation 
provisions  were  not  being  adhered  to.   Some  examples  are: 

(a)  The  children's  center  personal  services  costs  exceeded 
its  ] 965-67  appropriation  for  personal  services  by  $3,062. 
This  excess  was  charged  to  the  agency's  appropriation  for 
operation  and  capital. 

(b)  Fish  and  game  operating  expenses  totaling  over  $250,000 
for  1965-66  were  paid  from  appropriations  for  construction 
and  land  acquisition. 

(c)  Fish  and  game  construction  and  land  acquisition  costs 
totaling  $20,409  and  children's  center  construction  costs 
totaling  $491  were  paid  from  appropriations  for  operating 
expenses . 
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(d)  A  fish  and  game  appropriation  for  operating  expenses  for 
specific  geographic  areas  was  charged  approximately 
$6,000  for  expenses  of  other  areas. 

(e)  Three  1965-67  fish  and  game  appropriations  for  specific 
projects  were  overexpended  a  total  of  $18,386.   This 
excess  was  paid  from  other  specific  projects  appropriations. 

(f)  Fish  and  game  operating  expenses  totaling  $19,619  were 
paid  from  the  department's  account  in  the  Federal  and  Pri- 
vate Grant  Clearance  Fund  contrary  to  statutory  provisions. 

(g)  1966-67  fish  and  game  appropriations  were  charged  approxi- 
mately $13,000  for  state  parks  operations  when  state  parks 
appropriations  were  exhausted. 

The  deficiencies  for  the  most  part  have  existed  over  a  period  of  years. 
Partial  responsibility  for  the  deficiencies  rests  with  the  agencies  for  each 
agency  of  state  government  should  constantly  survey  the  various  functions  under 
its  control  to  determine  that  all  functions  are  operating  effectively  and  in 
accordance  with  acceptable  practices  and  applicable  laws.   Additional  respon- 
sibility for  the  deficiencies  belong  to  the  state  fiscal  control  agencies  for 
not  providing  direction  to  the  agencies  as  tp  how  their  accounting  should  be 
done.   Accordingly  the  state  agencies  have  acted  based  upon  past  experience  and 
knowledge  of  what  is  being  done  in  other  state  agencies. 

In  reply  to  our  findings  and  recommendations,  the  state  controller  con- 
tracted in  October  1968,  with  a  national  firm  of  certified  public  accountants 
to  study  the  needs  of  the  state  in  regard  to  accounting  and  outline  a  new 
accounting  system  with  guidelines  for  implementation.   A  final  report  on  this 
work  is  scheduled  to  be  completed  in  early  1969. 

Future  Program 

The  first  audit  of  an  agency  ordinarily  takes  more  time  than  does  succeed- 
ing audits  of  the  same  agency.   This  is  because  of  the  time  required  to  become 


-29- 


familiar  with  an  agency's  accounting  system,  personnel,  programs,  etc.   Once 
acquired,  this  knowledge  is  readily  available  for  future  audits  unless  a  signi- 
ficant change  occurs  in  the  agency's  operations.   The  legislative  audit  act 
states  that  one  of  the  purposes  of  the  audits  by  the  legislative  auditor  is  to 
determine  whether  the  agency  is  conducting  the  activities  and  programs  autho- 
rized by  the  legislature  efficiently  and  effectively.   The  emphasis  placed  by 
the  legislative  auditor  during  the  first  audit  of  each  agency  will  be  primarily 
of  a  financial  nature  as  have  been  the  audits  to  date  discussed  above.   This 
will  be  particularly  important  until  an  adequate  statewide  accounting  system 
is  implemented.   Subsequent  audits  will  stress  evaluation  of  the  agencies' 
performance  including  the  effectiveness  of  the  agencies  administration,  their 
efficiency,  and  their  adequacy  in  terms  of  the  agencies'  programs  as  approved 
by  the  legislative  assembly. 

The  legislative  audit  act  requires  this  office  to  audit  each  state  agency 
within  each  biennium.   Because  of  the  limitation  in  funds  provided  this  office 
for  use  during  the  current  biennium,  we  have  not  been  able  to  hire  the  staff 
that  is  necessary  to  comply  with  this  provision  of  the  act.   The  extent  to 
which  we  will  be  able  to  conduct  financial  audits  of  state  agencies  and  to 
which  we  will  be  able  to  broaden  our  audit  scope  to  include  evaluations  on  the 
manner  in  which  administrators  of  state  agencies  have  discharged  their  respon- 
sibilities to  faithfully,  efficiently,  and  effectively  administer  programs  of 
the  state  is  dependent  on  a  decision  you  must  make.   We  can  extend  our  audit 
program  in  the  future  only  if  sufficient  funds  are  made  available  to  this  office 
and  the  legislative  audit  committee. 
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APPENDIX  A 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 
ROSTER  OF  EMPLOYEES 


Legislative  Auditor  -  Morris  L.  Brusett* 
Deputy  Legislative  Auditor  -  G.  Dean  Reed* 

Audit  staff: 

Joseph  A.  Jean  -  separated  May  31,  1968 
Rudolph  T.  Stock 

Office  staff: 

Rosemary  S.  Acher  -  separated  November  30,  1967 
Marian  Miller 


Date  Employed 
July  20,  1967 
April  1,  1968 

January  16,  1968 
June  1,  1968 

July  24,  1967 
December  18,  1967 


Those  employees  having  an  asterisk  (*)  after  their  names  are 
Certified  Public  Accountants. 
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APPENDIX  B 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 
REPORTS  PREPARED  TO  DECEMBER  31.  1968 


General  Government  and  Elective  Officials 

Report  on  Review  of  the  System  of  Internal  Control  Within  the  Department  of 
Administration,  State  Auditor's  Office,  and  State  Treasurer's  Office 
(January  1968)  -  24  pages,  12  recommendations. 

Report  on  Examination  of  the  State  Office  of  Economic  Opportunity,  Nine  Months 
Ended  January  31,  1968  (April  1968)  -  9  pages,  3  recommendations. 


Agriculture  and  Natural  Resources 

Report  on  Examination  of  the  Fish  and  Game  Commission,  Fiscal  Year  Ended 
June  30,  1967  (August  1968)  -  62  pages,  68  recommendations. 


Public  Institutions 

Report  on  Examination  of  the  Montana  Children's  Center,  Fiscal  Year  Ended 
June  30,  1967  (May  1968)  -  34  pages,  27  recommendations. 

Licensing  and  Examining 

Report  on  Examination  of  the  State  Examining  Board  of  Cosmetology,  Fiscal  Year 
Ended  June  30,  1968  (November  1968)  -  16  pages,  11  recommendations. 


-32- 


APPENDIX  C 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 
AUDIT  ASSIGNMENTS  IN  PROGRESS  AT  DECEMBER  31,  1968 


General  Goverxunent 


Audit  of  the  State  Board  of  Equalization,  Fiscal  Year  Ended  June  30,  1968 
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APPENDIX  D 

OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

SUMMARY  OF  RECOMMENDATIONS 

MADE  THROUGH  DECEMBER  31,  1968 

SYSTEM  OF  INTERNAL  CONTROL  WITHIN  THE  DEPARTMENT  OF  ADMINISTRATION,  STATE  AUDITOR'S 
OFFICE,  AND  STATE  TREASURER'S  OFFICE 

1.  Create  an  accounting  systems  analyst  position  within  the  Department  of 
Administration. 

2.  Adopt  the  modified  accrual  method  of  accounting  for  all  state  agencies. 

3.  Expand  the  present  accounting  manual  into  a  fiscal  policy  manual. 

4.  Require  all  agencies  to  submit  copies  of  their  financial  reports  to  the 
Controller;  prepare  and  publish  consolidated  financial  report. 

5.  Centralize  the  payroll  function  and  establish  a  payroll  revolving  fund. 

6.  Transfer  funds  between  state  agencies  by  an  accounting  journal  entry. 

7.  Reduce  from  two  to  one,  the  number  of  claims  submitted  to  the  central 
offices  by  the  state  agencies. 

8.  Revise  the  laws  so  as  to  enable  the  State  Auditor  to  discontinue  main- 
taining records  of  all  state  accounts  and  appropriations. 

9.  Mail  warrants  other  than  payroll  directly  to  the  payee  from  the  Auditor's 
office. 

10.  Strengthen  the  controls  over  the  handling  and  custody  of  blank  warrant 
stock. 

11.  Keep  undeliverable  warrants  in  a  locked  safe  and  establish  added  controls 
over  the  receipt  and  disposition  of  the  warrants. 

12.  Provide  for  the  cancellation  of  state  warrants  which  have  remained  unpaid 
for  two  years . 

STATE  OFFICE  OF  ECONOMIC  OPPORTUNITY 

1.  Make  fund  transfer  to  reimburse  the  State  for  its  excessive  participation 
in  eligible  program  expenditures  for  the  grant  period. 

2.  Maintain  time  records  supporting  the  accrual  and  payment  of  sick,  vacation, 
and  other  leave. 

3.  Exclude  from  federal  participation  per  diem  expenses  in  excess  of  federal 
limits. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 
FISH  AND  GAME  COMMISSION 

1.  Maintain  formal  registers  and  subsidiary  ledgers. 

2.  Post  ledgers  monthly. 

3.  Prepare  complete  financial  statements  on  a  timely  basis. 

4.  Establish  accounting  records  in  accordance  with  generally  accepted 
governmental  accounting  principles. 

5.  Maintain  content  of  appropriation  expenditures  in  printed  form. 

6.  Bring  dual  program  expenditure  reports  into  agreement  or  eliminate 
incorrect  report. 

7.  Derive  federal  projects  costs  directly  from  program  accounts. 

8.  Exclude  reverted  amounts  from  assets  and  fund  balance. 

9.  Record  all  accounts  receivable. 

10.  Record  all  interfund  obligations  and  receivables. 

11.  Reserve  or  write  off  receivable  from  Centennial  Train  Commission. 

12.  Record  all  cash  held  locally. 

13.  Establish  cash  change  funds  in  all  district  offices. 

14.  Submit  all  expense  claims  to  headquarters  office. 

15.  Discontinue  practice  of  comlngllng  state  and  personal  funds. 

16.  Prescribe  uniformity  in  accounting  for  cash  at  district  offices. 

17.  Transfer  "Chief  Plenty  Coups  Trust  Account"  to  state  treasury. 

18.  Centralize  cashiering  function  as  function  apart  from  licensing, 
accounting,  and  parks  sections. 

19.  Assign  cashier  duties  not  relating  to  billing,  accounting,  or  licensing 
functions. 

20.  Record  all  receipts  dally. 

21.  Make  deposits  of  cash  in  tact  and  on  a  regularly  scheduled  basis. 

22.  Discontinue  use  of  local  bank  account  for  special  permit  license  collections 
and  establish  clearing  account  within  the  state  treasury  for  these 
collections. 


-35- 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

23.  The  State  Controller  account  for  all  state  suspense  accounts  in  the  State's 
central  accounting  system. 

24.  Reconcile  program  expenditure  reports  with  stores  records  yearly. 

25.  Forward  stores  transfer  out  documents  to  property  officer  daily. 

26.  Initiate  prenumbered  stock  received  reports  upon  receipt  of  stores  items 
and  route  daily  to  accounting  office  and  property  officer. 

27.  Make  physical  counts  of  warehouse  inventories  at  the  close  of  each  fiscal 
year  and  make  adjustments  prior  to  closing  books. 

28.  Bring  fixed  asset  records  up  to  date  by  reclassifying  misclassified  items, 
reconciling  different  records,  recording  unrecorded  items,  and  deleting 
items  recorded  in  error. 

29.  Revise  accounting  system  for  fixed  assets  to  provide  for:  a  subsidiary 
ledger  by  type  of  item,  timely  and  accurate  recording  of  additions  and 
deletions  by  nature  of  change,  elimination  of  duplicate  sets  of  records, 
accounting  for  fixed  assets  in  a  self  balancing  group  of  accounts  posted 
monthly,  elimination  of  accounting  for  depreciation,  establishment  of 
source  of  financing,  and  the  inclusion  of  freight  costs  and  exclusion  of 
cash  discounts  from  the  capitalized  cost. 

30.  Give  consideration  to  fully  automating  fixed  assets  records. 

31.  Reduce  number  of  monthly  payroll  claims  pending  transfer  to  state-wide 
centralized  payroll  system. 

32.  Require  time  rolls  to  be  signed  by  employee  and  approved  in  ink  by 
employee's  supervisor. 

33.  Segregate  duties  of  approving  payroll  claims  and  distributing  payroll 
warrants. 

34.  Establish  and  maintain  formal  overtime  records. 

35.  Implement  adequate  standard  method  of  certification  for  receipt  of  goods 
and  services. 

36.  The  department  and  the  State  Controller  take  advantage  of  cash  discounts 
to  most  practicable  extent. 

37.  The  department  and  the  State  Controller  revise  their  system  to  insure 
that  all  encumbrances  are  properly  reduced  when  payments  are  made 
against  them. 

38.  Encumber  the  full  cost  of  equipment  items  on  purchase  orders  at  the  time 
the  order  is  placed. 

39.  Report  revenues  and  expenditures  on  a  gross  basis. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


40.  Revise  procedures  to  allow  for  recording  as  revenue  most  of  items  currently 
designated  as  refunds. 

41.  The  State  Controller  and  Budget  Director  establish  guidelines  as  to  what 
type  items  should  be  classified  as  refunds  to  expenditures. 

42.  Make  a  fund  transfer  reimbursing  the  General  Fund  and  charging  the  Ear- 
marked Revenue  Fund  for  $41,266  expenditures  incurred  in  the  operation  of 
Lewis  and  Clark  Caverns  during  1967-68. 

43.  Deposit  all  state  revenues  in  tact  in  the  state  treasury  and  make  expendi- 
tures therefrom  in  accordance  with  authority  granted  by  the  Legislature. 

44.  The  department  adhere  to,  and  the  State  Controller  enforce,  the  provisions 
of  Section  79-410  (5),  R.C.M.  1947  relating  to  disbursements  from  the 
Federal  and  Private  Grant  Clearance  Fund. 

45.  The  department  charge  expenditures  in  accordance  with,  and  the  State 
Controller  enforce,  the  privisions  of  the  Appropriation  Act. 

46.  Make  a  transfer  reimbursing  fish  and  game  accounts  and  charging  state  parks 
accounts  for  $12,359  overexpenditure  of  state  parks  appropriations  charged 
to  fish  and  game  appropriations . 

47.  Revise  management  reporting  system  so  that  any  necessary  curtailments  in 
parks  costs  could  be  made  at  the  appropriate  time. 

48.  Amend  system  to  provide  for  monthly  reconciliation  of  parks  resources  to 
program  expenditures. 

49.  Encumber  funds  rather  than  drawing  warrants  at  the  time  an  obligation  is 
incurred  for  which  payment  is  not  due  for  a  considerable  time. 

50.  The  department  and  the  State  Controller  adhere  to  the  prescribed  require- 
ments of  law  which  establish  the  purposes  for  which  specific  appropriations 
can  be  expended. 

51.  The  department  and  the  State  Controler  continue  to  maintain  accountability 
for  each  appropriation  made  by  the  Legislature. 

52.  Adhere  to  the  provisions  of  the  appropriation  acts  and  alleviate  its  monetary 
deficiencies  by  means  provided  for  in  the  law. 

53.  The  State  Controller  enforce  the  provisions  of  the  appropriation  acts. 

54.  Credit  appropriate  interfund  reimbursements  to  the  proper  appropriations 
and  accounts . 

55.  Account  for  all  revenues  collected  by  the  department  and  report  in  the 
financial  statements. 

56.  Require  all  concessionaires  to  remit  amounts  due  on  a  timely  basis  in 
accordance  with  agreements  and  audit  all  concessionaires. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


57.  Establish  procedures  that  will  insure  timely  remittances  by  cabin  site 
lessees . 

58.  Maintain  accounting  records  concerning  land  grazing  leases  in  department 
headquarters  and  centralize  billings  and  collections. 

59.  Establish  accountability  for  prenumbered  "notice  to  appear"  forms  issued 
to  each  warden. 

60.  Prepare  a  formal  report  accounting  for  all  licenses  printed. 

61.  Require  witnessing  and  certification  by  a  disinterested  party  of  destruction 
of  unissued  licenses. 

62.  Continue  to  enforce  provisions  of  present  laws  to  insure  timely  remittance 
by  license  dealers. 

63.  Consider  revising  procedures  relating  to  small  balances  owed  by  or  due  to 
license  dealers. 

64.  Close  the  refund  account  in  local  bank. 

65.  Establish  accountability  over  license  dealers'  accounts  receivable. 

66.  Either  increase  bonding  requirements  for  license  dealers  to  the  value  of 
licenses  issued  to  them  or  obtain  a  blanket  bond  to  cover  all  license  agents. 

67.  Consider  requiring  proof  of  residency  at  the  time  resident  licenses  are  sold. 

68.  Consider  revising  procedures  regarding  the  issuance  of  duplicate  licenses 
to  insure  that  duplicate  licenses  are  issued  for  the  purpose  for  which  they 
were  established. 


MONTANA  CHILDREN'S  CENTER 

1.  Establish  a  general  journal  for  recording  adjusting,  closing,  and  other 
infrequent  transactions. 

2.  Prepare  reports  of  collections  and  reassign  responsibilities  for  handling 
cash  receipts  to  improve  controls. 

3.  Record  reports  of  collections  daily  and  deposit  monies  at  least  weekly. 

4.  Prepare  journal  records  showing  the  date  the  safe  combination  was  last 
changed  and  the  names  of  the  persons  knowing  the  combination.  Establish 
policy  to  change  combination  whenever  a  person's  responsibility  no  longer 
requires  his  knowledge  of  the  combination. 
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SUMMARY  OF  RECOMME^fDATIONS  (Continued) 

5.  Establish  safeguards  over  the  custody  of  blank  check  stock  and  the  keys 
to  operate  the  check  protector. 

6.  Set  up  contingent  revolving  fund  on  an  imprest  basis  with  only  two 
entries  in  the  accounting  records. 

7.  Maintain  a  revolving  fund  cash  book  for  the  recording  of  revolving  fund 
transactions  exclusively.   Establish  a  revolving  fund  receivables  ledger 
to  record  unreimbursed  expenditures  from  the  fund. 

8.  Adjust  revolving  fund  cash  account  at  year-end  to  properly  reflect  the 
assets  represented. 

9.  Require  agencies  to  submit  substantiating  invoices  in  support  of  revolving 
fund  reimbursement  claims . 

10.  Prepare  required  financial  statements  on  a  fund  basis  consistent  with 
generally  accepted  governmental  accounting  principles. 

11.  Finalize  the  formalization  of  employee  leave  records,  update  monthly 
records  of  employees  using  leave  credits,  consider  preparing  and 
distributing  annual  statements  of  leave  credits. 

12.  Prepare  officially  approved  employee  attendance  reports  and  retain  them 
as  support  for  salary  payments  made. 

13.  Send  notice  to  each  agency  affected  by  accounting  entries  initiated  by 
a  control  agency. 

14.  Account  for  and  report  separately  operations  of  separate  programs  within 
a  fund . 

15.  Record  changes  in  fixed  assets  in  the  year  in  which  they  occur.   Adjust  land 
account  records  to  reflect  1961  sale. 

16.  Record  fixed  assets  at  cost  in  accordance  with  generally  accepted  govern- 
mental accounting  principles. 

17.  Record  construction  expenditures  on  incomplete  projects  in  fixed  assets 
as  construction-in-progress  pending  their  completion. 

18.  Account  separately  for  costs  applicable  to  separate  appropriations. 

19.  Establish  and  maintain  on  a  current  basis  detail  ledgers  in  support  of 
fixed  asset  control  accounts. 

20.  Complete  installation  of  a  system  for  Identifying  and  controlling  equip- 
ment Items. 


-39- 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


21.  Require  superintendent's  approval  for  all  write-offs  of  fixed  assets. 

22.  Expand  Reserve  for  Investment  in  General  Fixed  Assets  account  to  reflect 
source  of  financing  for  asset  acquisitions. 

23.  Adhere  to  the  present  requirements  of  law  that  establish  the  purposes  for 
which  specific  appropriations  can  be  expended. 

24.  Adopt  the  modified  accrual  basis  of  accounting  for  all  state  agencies  in 
order  to  properly  account  for  expenditures  and  avoid  overexpenditure  of 
appropriations . 

25.  Re-evaluate  and  improve  controls  over  appropriation  accounting. 

26.  Initiate  a  plan  to  assure  compliance  with  Budget  Act  provisions  regarding 
purchases  of  subsequent  year  goods  and  services  from  current  year  appro- 
priations. 

27.  Establish  procedures  to  control  and  document  equipment  purchases  to  assure 
compliance  with  Budget  Act  provisions. 

STATE  EXAMINING  BOARD  OF  COSMETOLOGY 

1.  Establish  and  maintain  currently  a  general  ledger  utilizing  the  double 
entry  system. 

2.  Record  cash  when  it  is  received  and  deposit  it  in  tact  on  a  regularly 
scheduled  basis. 

3.  Establish  control  accounts  in  the  general  ledger  for  equipment  and  a 
subsidiary  ledger  in  which  each  equipment  item  is  recorded. 

4.  Record  additions  and  deletions  to  equipment  in  the  ledgers  on  a  timely 
basis. 

5.  Include  a  statement  of  changes  in  general  fixed  assets  in  the  annual 
financial  statements. 

6.  Review  legal  provisions  relating  to  travel  expense  with  the  State  Controller 
to  insure  that  travel  expense  reimbursement  claims  are  prepared  and  sub- 
mitted for  payment  in  accordance  with  statute  provisions. 

7.  The  State  Controller  review  and  revise  his  pre-audit  procedures  to  insure 
that  statute  provisions  relating  to  payment  of  travel  expense  claims  are 
enforced. 

8.  Review  fire  insurance  coverage  with  the  State  Board  of  Examiners  and 
eliminate  any  duplicate  coverage  where  possible. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


9.   The  State  Board  of  Examiners  survey  the  insurance  coverage  of  all  state 
agencies  and  reconunend  elimination  of  any  duplicate  coverage  where 
possible. 

10.  Rescind  authorization  that  the  secretary  be  provided  additional  com- 
pensation based  upon  the  amount  of  transcript  fees  received. 

11.  Maintain  attendance  records  and  records  showing  time  off  earned,  taken, 
and  balance  for  employees'  vacation,  sick  leave,  and  overtime. 


DISTRIBUTION  OF  THE  COST  OF  THE  STATE'S  CENTRAL  ADMINISTRATIVE  AGENCIES 

1,   Legislative  action  be  initiated  that  will  bring  about  the  implementation 

of  a  plan  whereby  the  administrative  costs  of  central  service  agencies 

will  be  distributed  on  an  equitable  basis  to  agencies  financed  from 
special  funds. 
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APPENDIX  E 
THE  LEGISLATIVE  AUDIT  ACT 


CHAPTER  No.  249 

MONTANA  SESSION  LAWS  1967 

SENATE  BILL  NO.  2 


"THE  LEGISLATIVE  AUDIT  ACT"  CREATING  A  LEGISLATIVE  AUDIT  COMMITTEE  AND  THE  OFFICE 
OF  LEGISLATIVE  AUDITOR  AND  PROVIDING  FOR  THE  AUDIT  OF  STATE  AGENCIES  BY  THE 
LEGISLATIVE  AUDITOR;  AMENDING  SECTIONS  82-1002,  82-1005,  82-1007,  82-110,  71-206, 
4-347,  4-230,  and  5-910,  R.C.M.  1947;  REPEALING  SECTIONS  82-1014,  82-1015,  82- 
1016,  84-4403,  84-4404,  AND  84-4405,  R.C.M.  1947,  AND  PROVIDING  AN  EFFECTIVE  DATE. 

BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA. 

Section  1.   Title  and  purpose  of  act.   This  act  may  be  cited  as  "The  Legis- 
lative Audit  Act."  Because  the  legislative  assembly  is  responsible  for  authori- 
zing the  expenditure  of  public  moneys,  designating  the  sources  from  which  moneys 
may  be  collected,  shaping  the  administration  to  perform  the  work  of  state  govern- 
ment, and  is  held  finally  accountable  for  fiscal  policy,  the  legislative  assembly 
should  also  be  responsible  for  the  audit  of  fiscal  accounts  and  records  so  that 
it  may  be  assured  that  its  directives  have  been  faithfully  carried  out.   It  is 
the  intent  of  this  act  that  each  agency  of  state  government  be  audited  for  the 
purpose  of  furnishing  the  legislative  assembly  with  factual  information  vital  to 
the  discharge  of  its  legislative  duties. 

Section  2.  Definitions.   In  this  Act 

(1)  "State  Agency"  means  all  offices,  departments,  boards,  commissions, 
institutions,  universities,  colleges,  and  any  other  person  or  any,  other  admini- 
strative unit  of  state  government  that  spends  or  encumbers  public  moneys  by 
virtue  of  an  appropriation  from  the  legislative  assembly,  or  that  handles  money 
on  behalf  of  the  state,  or  that  holds  any  trust  or  agency  moneys  from  any  source. 

(2)  "Committee"  means  the  legislative  audit  committee. 

Section  3.   Legislative  audit  committee — appointment  and  term  of  members — 
officers.   The  legislative  audit  committee  consists  of  four  (4)  members  of  the 
Senate  and  four  (4)  members  of  the  House  of  Representatives  appointed  before  the 
sixtieth  legislative  day  in  the  same  manner  as  standing  committees  of  the  re- 
spective houses  are  appointed.   A  vacancy  on  the  committee  occurring  when  the 
legislative  assembly  is  not  in  session  shall  be  filled  by  the  selection  of  a 
member  of  the  legislative  assembly  by  the  remaining  members  of  the  committee.  No 
more  than  two  (2)  of  the  appointees  of  each  house  shall  be  members  of  the  same 
political  party.   Membership  on  the  committee  shall  terminate  with  the  termination 
of  each  member's  term  of  office,  or  on  December  31  of  the  year  following  the  year 
in  which  the  appointment  was  made,  whichever  event  first  occurs.   The  committee 
shall  elect  one  of  its  members  as  chairman  and  such  other  officers  as  it  deems 
necessary. 
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Section  4.  Meetings.  The  committee  shall  meet  once  each  quarter  to  advise 
and  consult  with  the  legislative  auditor.  Committee  members  shall  be  reimbursed 
from  the  appropriation  to  the  office  of  the  legislative  auditor  for  their  actual 
and  necessary  expenses  incurred  as  a  result  of  such  interim  meetings. 

Section  5.   Appointment  and  qualifications  of  legislative  auditor.   The 
committee  shall  appoint  the  legislative  auditor  and  set  his  salary.   The  legis- 
lative auditor  shall  hold  a  degree  from  an  accredited  college  or  university 
with  a  major  in  accounting  or  an  allied  field  and  shall  have  at  least  two  (2) 
years  experience  in  the  field  of  governmental  accounting  and  auditing. 

Section  6.   Appointment  of  employees.   The  legislative  auditor  may  appoint 
whatever  employees  are  necessary  to  carry  out  the  provisions  of  this  act,  within 
the  limitations  of  legislative  appropriations. 

Section  7.   Term  and  removal  of  legislative  auditor.   The  legislative  auditor 
is  solely  responsible  to  the  legislative  assembly.   He  shall  hold  office  for  a 
term  of  two  (2)  years  beginning  with  July  1  of  each  odd  numbered  year.   The 
committee  may  remove  him  for  misfeasance,  malfeasance  or  nonfeasance  in  office  at 
any  time  after  notice  and  hearing. 

Section  8.   Duties  of  legislative  auditor.   The  legislative  auditor  shall 

(1)  Audit  the  financial  affairs  and  transactions  of  every  state  agency  at 
least  once  each  biennium. 

(2)  Make  a  full,  complete  and  written  report  of  each  audit.  A  copy  of  each 
report  shall  be  furnished  to  the  state  controller,  to  the  state  agency  which  is 
audited,  to  each  member  of  the  committee,  and  to  the  legislative  council. 

(3)  Report  immediately  in  writing  to  the  attorney  general  any  apparent 
violation  of  penal  statutes  disclosed  by  the  audit  of  a  state  agency,  and  furnish 
the  attorney  general  all  information  in  his  possession  relative  to  the  violation. 

(4)  Report  immediately  in  writing  to  the  governor  any  instances  of  mis- 
feasance, malfeasance  of  nonfeasance  by  a  state  officer  or  employee  disclosed  by 
the  audit  of  a  state  agency. 

(5)  Report  immediately  to  the  surety  upon  the  bond  of  any  official  or 
employee  when  an  audit  discloses  a  shortage  in  the  accounts  of  the  official  or 
employee.   The  failure  to  notify  the  surety  does  not  release  the  surety  from  any 
obligation  under  the  bond. 

(6)  Report  to  the  legislative  assembly  during  the  first  week  of  each  regular 
session.   Each  biennial  report  shall  contain,  among  other  things,  copies  of,  or 
summaries  of  audit  reports  on  state  agencies  and  any  recommendations  relating  to 
such  reports. 

Section  9.   Audit  standards  and  objectives.   The  objectives  of  audits  of 
state  agencies  conducted  by  the  legislative  auditor  are  to  determine  whether 

(1)   The  agency  is  carrying  out  only  those  activities  or  programs  authorized 
by  the  legislative  assembly  and  is  conducting  them  efficiently  and  effectively. 
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(2)  Expenditures  are  made  only  in  furtherance  of  authorized  activities  and 
in  accordance  with  the  requirements  of  applicable  laws  and  regulations. 

(3)  The  agency  collects  and  accounts  properly  for  all  revenues  and  receipts 
arising  from  its  activities. 

(A)   The  assets  of  the  agency  or  in  its  custody  are  adequately  safeguarded 
and  controlled  and  utilized  in  an  efficient  manner. 

(5)   Reports  and  financial  statements  by  the  agency  to  the  governor,  the 
legislative  assembly,  and  central  control  agencies  disclose  fully  the  nature  and 
scope  of  the  activities  conducted,  and  provide  a  proper  basis  for  evaluating  the 
agency's  operations. 

Section  10.   Recommendations  of  legislative  auditor.   The  reports  of  the 
legislative  auditor  may  include  comments,  recommendations  and  suggestions,  but 
he  shall  have  no  power  to  enforce  them  nor  shall  he  otherwise  influence  or  direct 
executive  or  legislative  action. 

Section  11.  Legislative  auditor  to  assist  legislative  assembly  during  sessions, 
During  sessions  of  the  legislative  assembly,  the  legislative  auditor  and  his  staff, 
when  requested,  shall  assist  the  legislative  assembly,  its  committees,  and  its 
members  by  gathering  and  analyzing  information  relating  to  the  fiscal  affairs  of 
state  government. 

Section  12.   Information  from  state  agencies.   All  state  agencies  shall  aid 
and  assist  the  legislative  auditor  in  the  auditing  of  books,  accounts  and  records. 
The  legislative  auditor  may  examine  at  any  time  the  books,  accounts  and  records, 
confidential  or  otherwise,  of  a  state  agency;  however,  this  shall  not  be  construed 
as  authorizing  the  publication  of  information  which  the  law  prohibits  publishing. 

Section  13.   Audit  charge  against  earmarked  money. 

(1)  As  used  in  this  section 

(a)  "Earmarked  money"  means  a  fund,  account  or  any  other  money,  other 
than  general  fund  money,  but  excluding  trust  or  agency  money,  that  is  earmarked 
for  the  support  of  a  particular  agency,  program  or  service. 

(b)  "Audit  charge"  means  the  actual  cost  of  the  audit  of  a  state 
agency  by  the  legislative  auditor  as  computed  by  the  legislative  auditor,  but 
not  more  than  seventy-five  dollars  ($75.00)  per  day. 

(2)  At  the  request  of  the  legislative  auditor,  a  state  agency  shall  trans- 
fer to  the  general  fund  from  earmarked  moneys  under  its  control  an  amount  equal 
to  the  audit  charge  multiplied  by  the  percentage  that  the  annual  expenditure  of 
earmarked  moneys  is  of  the  total  annual  expenditure  of  the  state  agency. 


(Codified  as  Sections  79-2301  through  79-2313,  R.C.M.  1947.) 
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